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Federal Communications Commission Media Bureau staff economist, Peter Alexander, 
and Nodir Adilov, Department of Economics, Cornell University, recently co-authored two staff 
research papers relevant to the  issues in the cable ownership rulemaking’ and AT&T-Corncast’ 
proceedings. By this Public Notice, we inform interested parties that the Commission will 
consider these two papers in its deliberations in the above relerenced proceedings. These papers 
represent the individual views oftheir  authors and do not necessarily reflect the views of the 
Commission, any commissioner, or other staff member. 

The first paper, Media Bureau Staff Research Paper No.  13, entitled, “Asymmelric 
Bargaining Power and Pivo/a/ Buyers,” examines the potential impact of horizontal mergers on 
buyer bargaining position. This study shows that. in the case where bargaining power is 
asymmetric, it is possible that large merged firms might extract greater concessions from 
program suppliers than smaller buyers. These results suggest that horizontal merger might be 
used as a strategy to enhance bargaining position. 

’ See ln~plementarron ofSecrron I I ofrhe Cable Television Consumer Prorecliun and Cumpelrlion Acr of 1992, 
Implemenrarion ofCahle Act Reform Provisions ojihe Telecommunicarions ofl996, Commission ‘s Cable 
Horr:onral and Verrical Ownership Limits and Arrribulion Rules. Revrew ofrhe Commrssion ‘s Regularions 
GouerninR Aitribuiion of Broadcast und Cable/MDS Inreresrs. Review of /he Commission’s Regularions and Policres 
AHecting 1nw.rrment in rhe Broadcast Indusrry. Reexamrnulion ofrhc Comnrissron ‘s Cross-lnreresr Policy, CS 
Docket Nos. 98-82, 96-85, MM Docket Nos. 92-264, 94-150, 92-51, 87-154, Furrher Notice ofProposed 
Rulemaking, 16 FCC Rcd 17312 (2001) (“Furrher Notice”). 

~ See Applicarron.s./or Consenr lo  rhe Transfir of Conrrol o,fLicenses,fiom Commrr Corporarion and AT&T Corp., 
Tran.\ferors. IO ATKT Comcasr Corporation. Trunsferee. MB Docker No.  02-70, Public Notice, D A  02-733 (rel. 
March 29, 2002) C‘PribIic Norlee”), us modrfiedby Public Notice, Erratum undOrder Exrending Filmng Deadline, 
D A  02-70 (rel. May :, 2002). 



The second paper, Media Bureau Staff Research Paper No. 14, entitled, “Most-Favored 
Cusrorners in rhe Cable fndustry,” explores the implications of most-favored-customer clauses in 
the cable industry. This paper finds that the introduction of a most-favored-customer clause for 
large buyers will increase their profitability and that the seller’s profits may decrease. The paper 
then compares its results to the Bykowsky-Kwasnica-Sharkey experiments’ regarding the effect 
of‘a most-favored-customer agreement and finds that the two sets of results are consistent. 

The Media Bureau Staff Research Paper Series is a forum for the Media Bureau to 
examine issues that are relevant to our mission. In addition, these papers will provide 
information to the Commission in order to stimulate debate. 

Both the rulemaking and the license transfer proceedings are “permit-but-disclose’’ for 
purposes of the Commission’s exparre r u k 4  Ex parre communications will be governed by 
section I .206(b) of the Commission’s rules.’ We urge interested parties submitting written ex 
povre presentations or summaries of oral ex parie presentations in this proceeding to use the 
Electronic Comment Filing System (“ECFS”) in accordance with the Commission procedures set 
forth in the Commission’s Further Nolice in the cable ownership proceeding‘ and its March 29, 
2002 Public Norice in the AT&T/Comcast license transfer proceeding.’ If using paper ex parre 
submissions, interested parties must file an original and one copy with the Commission’s 
Secretary, Marlene H. Dortch, and should follow the procedures set forth in the aforementioned 
cable ownership Further Norice and the March 29, 2002 AT&T-Comcast Public Norice for 
sending their submissions by mail, commercial overnight courier, or hand delivery. 
Additionally, interested parties must submit their ex parre filings to the persons identified in the 
cable ownership Furlher Norice and the March 29, 2002 AT&T-Comcast Public Norice. 

Copies o f  these papers may be obtained from Qualex International, Portals 11,445 I 2Ih 
Street, SW, Room CY-B402, Washington, DC 20554, and will also be available through ECFS. 
These documents are also available for public inspection and copying during normal reference 
room hours at the Commission’s Reference Information Center, 445 121h Street, SW, CY-A257, 
Washington, DC 20554. The documents will be posted on the Media Bureau’s website at 
< h t t o : / / ~ v . f c c . g o v / m b >  

‘See  Mark Bykowsky, Anthony M. Kwasnica and William Sharkey, Federal Communications Commission Office 
of Plans and Policy. OPP Working Paper No. 3 5 .  “Horizonla1 Concentrarion in !he Cable Television Indusrry: An 
Experimenral Analysis,” (rel. June 3, 2002). 

’ See generally 47 C.F.R. 1.I200- I. 12 16. 

47 C.F.R. 9: I. I206(b). 

See Further NotIce, I6 FCC Rcd at I737 I 7 132. 

See Puhlic Notice. 
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Alternate formats of th is  public notice (computer diskette, large print, audio recording, 
and Braille) are available to persons with disabilities by contacting Brian Millin at (202) 418- 
7426 voice, (202) 418-7365 T T Y .  or email at brnilljn@fcc.gov. 

The media contact for this Public Notice is Michelle Russo, (202) 418-2358. The Media 
Bureau contact is Royce Sherlock. (202) 418-2330. 

-FCC - 
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.\s!mmeti-ic. Burgainiiig Power and Pivotal 
By-ers 

ABSTRACT 
Raskovicb (2000) suggests that becoming pivotal through merger 

wrsens t h r  mcrgiiig buvrrs bargaining position. We show that these 
~-t:sults h d d  ni t l i c :  i asr ahere h y e r  hargaining power is equal across 
buyers. but riot in t h c  C ~ S P  where bargaining poww is asymmetric. 
U r  demonsr,ratP it is possible when there are avmmetries in bargain- 
ing power that larger buyers. including pivotal buyers, can extract 
greater gains from trade than srnaller buvers. We show that this 
rcsult holds even i T  the suiiplier's value function is convex. These 
rrsults imply that horizontal rrrerger might be used as a strategy to 
mhance liargaining position 
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s w m l  buyers. Both ~ s i i i i ~ c ~  t h a r  the  Raiiis from trade arc' divided cc~u , t l l~~  
( I . P . .  L5il-50j. irresl)ecriv of hrni s z r .  Chipr \~  a ~ i t l  Sri!,der suggest that rhr 
d f r c t  oil I>argairiing 1)os1tion of i i  I I I P ~ Z ~ I  II!~ tu'o (or I r m d  hii\.crs C A I I  

determined b\. thp o i r \ - a t i i r r  01' the  supplier^^ v d n r  fuuct,iori. a ~ i d  tlie!~ 
t1wioristrat.e that i t  t lw siippiiei 's ~ a l u c  iiiiictiorr IS t m i i c i i w  thr iiiergei will 
Pnlmicc t,hc h i y , r  F 1mr;:iiiiiiig posirioii: i f  thc  \ ~ I I I P  fiiiiction is coii\~cx. 
I tic irier;cr \\-ill worsrn Ilir: the h u w i  .s bai-gninjng prisit,iori. R,asko\.icli 
;merdi,es Cli ipn arid Sn\.tlc,r'b niotiel t)!. int,rotluciii; rl pivotal buvrr :  
I liar IS.  il tiii>.i;i- so I;rr;e r l i l i r  (iiil!. t l i ( 3  liiiyer c-itii c o r n p l ~ t e l ~ .  c:o\-ei t l i e  
siippliei's rests 'Tlius. t,lir large firm i s  'or1 thld hook.. for t,he supplirr's 
( m t s  Tlit. r t w l t  is thar merger worsens ii buyer's bargaining posit,iori 

I r i  i \ h t  foiltin-s. \w generalize t.lit, approach of Ciiipiy and Sii>-dcr 
(1999) a i d  Raskovicli (2000j by relaxing tile asumptiori  of equal divi- 
si011 of  thc gains from t,rade. LL(, denionstrate that, an  equilibrium exist.s 
\\.hen the division of t,hp mrplus varies a,cross firms. and we analyzt~ t,he 
i'nse where bargaining power is assurrietl t o  increase in firm size. 

We offer several plausible reasonb why bargaining powpr might, he ir i -  
rrrasin; in firm size First. a riierger niiiy augment, the set of useful infor- 
rniit,ion regarding prices and other contra,ctual t,errns the previously non- 
rriergetl firms' possessrd Srcond. if there are differences in bargaining 
skills txtween t h e  rriergiri; firnis, t,hc nierger may result, in the ret,ention 
ot t,he rnortr-skillcd bargaining t c w n  Third, t,he merged firm may have 
N lower risk av6rsion wefficicmr. Fourti). t,he merged firm ma!' be more 
ipi,t,ient: i e . i t  may riot discount the fiiture as much as t,he previously 
[Ion-niergetl firms ma\. iia,\,e.' nega,rtlle o u r  goal in t,his paper is simply 
t,o explorc the out.c,orrit. of t h t  hilateral bargaining model s if  bargaining 
powcr IS tLsymniet,ric. ;in assumptioil wv see as no more or less heroic t,haii 
any other. 

.4ft,er extending t h e  rriodel of R&s,kovich (2000) t h  incorporate asymmet- 
ric, bargaining power. we thrn show h t -  (1) the results of the bargaining 
solut,ion emploveti tiv Chipt,y and Snyder and Raskovich are robust t o  any 
ronst,arit division of thr t,riLd(> surplus (e.g. .  80-20, 60-40. etc.) and not, 
sirnpl!. 50-50; (2)  t,he curvature of t,he valiie function rna.v no longer he  
rl rrliahle rule-of-t,hrinib method for rvaliiat,ing t,he change i n  bargaining 
Ipcisitioti arid liencr t he eftec,t of rwrgers on sellers; (3)  t,he post-merger baL- 
gaining posit.iori of t,ho merged hrni may improve even t,hough the merged 
tirrrr I~cco~ries pivot,ni: a,iicl (4) i i  nierger nray dec,rease the rriergetl firms' 
t,narisfer pa\'menrs a ti(1 (lccrwse the seller's transfer r(wmIes. 

Ferli:ips t.he s i~ripl~st  wijy t o  demonstrate the  potential effect.s of nsyrn- 
iiietIic: bttrgaining power IS l iv example. We preface the examplc by in- 
troducing a hargaining power parameter that can vary across firms, and 
deImt,e the iLh buyer's l>argainiiig power by (Y, E (0. l), where a higher 

''\l't.  I l i i i i i l i  .4lf>x l iaskuvic l i  for 111s disc i issioi i  relatlii: ti, these r e i ~sons .  
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~;~ I I IP  of ( I  ineaiis greater bargaining 
XOM. ~ ~ S I I I I I P  t,hiir \vc have three buyers. each with different, valuations 

ot tlic seller's product.  and  each with different le\;els of hargaining power. 
Foi rxarnple. wssunic 11iat  ti^ = 80. t" = 56. and vc  = 40. and that 
( \ , I  = E .  (10 = 4. and (IC = . 3 .  T, denotes t,he transfer price for t,he i L h  
lniycr. Thtd l t ~ e l  of seller costs, F .  is 50. It, is t,o demonstmte that, 
iiiiiler t l i e s~  mnditions. biryer B is pi\vt,al. whereas buvers A (with t,he 
Iiigliest va,luatioii of t l i P  seller's product) arid C (wit,li the lowest, valuatioii 
ot t,litr seller's prvducti  are not, pivotal. Note that, for R,askovidi (2000). 
Iiuyers .1 a n d  B would hc  pivot,al. \Ve see t,liat T.4 = (1 - ( - L A )  . t i A  = 
10.2 It, is 
iriiniediattrI!- d e n r  t h a t  T.4 + Tc. = 44 < 50 = F .  Further, we note t,liat, 

O l ~ s e r v i n ~  that, T.4 i TO = 16 + 36 = 52 > 50 and TB + Tc = 64 > 50, 
i r  is clea1 t h a t  h i y e r  4 and huyer C are noc pivotal, and tha t  buver B 
is p i v o t d  I r i  fiicr. as we see from the example, TB > TC > TA, i.e., the 
Iiiiyer with t,he highest valuation pays the  least. Thus, in a framework 
n i th  asymrnerric bargaining power. pivotal buyers can derive significant 
twnchts. 

(2000)  model a,rd show that under more general assumptions an equilib- 
iiiini st,ill exists Next. we show that the introduction of asymmetric bar- 
p i i i i r i g  power can improve the buying firm's bargaining position (even if 
t h e  firrn is pivot.al). \Ve also show that  in the presence of asymmetric 
txirgairiing power the 'curvature test' of the value function can be a mis- 
leadinfi indicator of the effects of merger on bargaining position; Le., tha t  
the linrgainirig position of the nierged firm can improve even if the  the  
v ~ l u e  furic:tion is convex. Finally. we make some coricluding remarks. 

80) = 16 a i i d  t,tiat, Tc; = ( I  - CPC) . 'fir = (0.7 . 40) = 28. 

= ( I  - ( I g ~  W~ - F + T ;  + ~ < ; j  + ( F -  r4 - T ~ )  = (0 .6-  5 0 + 6 )  = 36.  

The  rest of the  paper is organized as follows. First ,  we extend Raskovich's 

Nash Equilibrium with Bargaining Power 
111 t,l i is section \re extend Raskovich's (2000) model to accommodate asym- 
rwcric l~ar jy ini~ig  power. \lie begin b!. construct,ing the transfer prices 
I , t d  1)y pivolal and non-pivot,al buyers and tlien show tha t  an equilib- 
riurri exists uricler conditions more general than Raskovich's. 

Follouirig Raskovich (2000), we assume the i Lh  buyer's surplus is given 
I,\. 'L:, = ( q , .  y-,), while the supplier's gross surplus equals V ( Q ) ,  where 
Q = Cyi, 11, Specifically. V ( Q )  = A(Q) - C(Q), where A ( Q )  = ancillary 
w e i r i r e .  a i d  C(Q)  total cost. The supplier will produce iff: 

,=1 

'tot, KnhkoVlcli (2rron). = O 2  = = 1 '? In fact,  Raskovich's pivntal result will hold for any constant value 
11 = o ,  = 0 2  = ( I , <  ii1ii.w ( I  t ( 0 ,  I )  Kot,r that,  a, represents the sllartl of surplus kept by tjllyer I 
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l i '  

, I l l ( /  

i i l ax !~ . ,~ .~ . .+ ; t  + \ ' ( c ~ - ,  t . r . j l  I 2 o (4) 
JF' 

~ d ~ r t ~  ' I . , ( ( J .  ( I - ,  j = o j 
Til? t,rmisfcr price. jincorporat,ing asymmetric bargaining power and 

iisin:, i t  notation) hecomes. for ano~i-pivot.al buyer. TI = ( V ~ + ( V - V - ~ ~ ) ( ~ -  
(i z )  ~ ( \  - V-L) nhich caai I x  Lvvritten as: 

T, = c , ( l  - 0,) ~ a*(V - KZ)  (5) 

Sext. riot,irig t,hat C,+, TJ + V-, < 0. we see that, tht. transfer price for a. 
~iwot~al lhtiver c a t  be urit,ten ab T, = [I?, + (E,+, TI + V ) ] ( l  - a,) - V - x,&, T, or as: 

T, = 'G(1 - ut)  - <k,(CT3 + V )  (6) 
J i c l  

Definition 1: .4 bash  Equilibrium in purchased quantities (qy. q;, . . . ,  &) 
iiiicl I rxiisfei- prices (TI. .... T,, j is that, for which the following hold simiil- 
t < l l l ~ ~ ~ ~ i l s l y  f i l l  <Ill  / '  

i f  I,+, T, + L'(Q- - q; )  1 0 
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Lemma 1. If l i i i \vi  i mt,isheb t l i r  conditioiis for being pivotal. t,heri 
I J I I \ ~ C ~ I  i i .  s i ic l i  t l i a t  ii ,: I .  also sat,isfies t,he condition for being pivot.al. 

Lemma 2: It protlriction is efficient,, CJ'=I c, + V 2 0, then the out- 
<.onic iii \L-tiicli id1 hiiyers a r c  pivotal satisfies t.he supplier's participation 
constraint,. 

K m .  tlenotc. Irl- T,(p)  tiic. t.ransfer price for buver i when first, p buyers 
/I I-,' ~iivot,nl. 
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Proof of Proposition 1 C;w Raskn~~ ic l i ( ? l l~ l~ l )  ' 

Merger Effects 





riiii~-of-thumh niethotl for evaluat~ng the change in  bargaining positiori and 
I ie~nr~  the effect,i of thr merger 011 sellers. hloreover. despit,e Raskovich's 
picdictiori t,hat pivotal buyers a-oulti be disadva,ntaged by merger. we have 
dmum t h a t  iricrc~asin; Irargaining power can improve the bargainirlg posi- 
r i o i i  01 t,lie. i no i~  pivntal. nierfi~cl firmi. 

Conclusion 

T{,isko\.ic:l~ (2OIlO j suggested t,hat becomir~g pivoral through merger 1~01's- 
t'ns ~ I I P  merging hiiwrs' bargaining position. TVr have shown t,tiat tliesr 
iesrilt,s hold i i i  thr e:ase where buyer bargaining power IS constant, hut, not 

r i l \ -  i n  t , h c t  case where bargaining power increases with firm size. 
\ \ 'c, tlernonstrat,ed tha.1, larger buyers. including pivotal buyers. can extract, 
;rear.er gains from t,rade than  smaller buyers when there are asvmmet,ries 
111 h r g a i n ~ n ;  power. Clilpty and Snyder (1999) and Raskovich (2000)ma\- 
~ ~ ~ ~ t l i ~ r - ~ ~ s t i r n a t ~ e  h;trgaining position becausr they abstract from the possi- 
l j i l i t i .  t,hat h~rgair i i r ig  power may increase with firm size. Once t,his effect, 
IS i ~ccor l i i t cd  for. t h e  curvature of the value fnnction is no longer a reliable 
ri~lt.-ot-t,hiimh method for evaluating t,he change iri bargaining position and 
Iieiicc the  c:ff~cts of tlie merger on sellers. hloreover. despite Raskovich's 
pr~dictiori ttmt pivot,al buyers would be disadvantaged by merger, we have 
sho\m that  iricr~asing ba.rgaining power can improve the bargaining posi- 
t , io r i  of the,  now pivotal, merged firm. 
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ABSTRACT 
In this paper. wr explore the implications of most-favored-customer 

clauses in t,he cable industry. We show that the introduction of 
a most-favored-cust,omer clause for large buyers will increase their 
profitability, and that the seller's profits mav decrease. We exam- 
ine the experimental cable bargaining results of Bykowsky, Kwas- 
nica, and Sharkev (2002), and compare these results to our model. 
W'e find that the results of t,he Bykowsky-Kwasnica-Sharkey experi- 
ments regarding the cffect, of a most-favored-customer agreement are 
consistent with OIU findings. 

I Introduction 
In this paper. we explore t,he use of 'most-fa,vored-customer' clauses (here- 
&her. hlFC) in t,he cahle industry.' \Ve examine the impact of MFC clauses 
011 bargaining outcomes het.n.een buyers and sellers. arid show tha t  these 
oiir,comes depend on t,he market, share of the larger buyers and the relative 
valuation of the seller's programniing t,o different buyers. 

We begin wi th  the general case 
with many buyers and sellers. and show t,hat in the absence of capacity 
t.onst,raint,s and MFC arrangements the competitive outcome obtains. We 
t,hcn introduce c:liannel capacity constraints. and demonstrate tha t  the  
roriipet,itive oiit,come still olit,ains. Next; we explore the case of large firms 
arid hIFC clauses. We show t,hat, the introduction of MFC clauses can dis- 
advant,age sellers arid small hiivcrs. We find t,hat as the market share of the 
large huver increases. smaller huyers are more likely to be disadvant,aged. 

- ) I ~ I I C J V  Department  of Econonim. Cornell Uriiversity, emaii: na47Qcornell.edu; Alexander: Federal Com- 
l i i u n l C i L t , i o n s  C:omrnission. ernail. palexandQfcc.,nov. We ttlank Dawd Sapplngton and William Sharkev for thelr 
rriany t l ~ n u , - h t f u l  and useful coinment i .  Aiiv errors are our own. The views expressed in this paper are those of 
t hi, autI1ors. and CIO riot necessarily represent t h r  views of t h e  Federal Communications (:ommission, any of its 
(:ornniissinriers. o r  ot,her stall. 

'I'lir AIFC rrprrsents R kirrnnl or rluas~-lornial arrangement h!, which the  larger buyer pays no more than the 
I i i ~ i i e ~ s t  anioiini, ot m i  smaller hriyer 

The  paper is organized as follows. 
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Sl)cch:a l ly .  ~ v e  h i t 1  t,tiar i f  chere are differences i n  the relative valuathon 
( ~ f  prograniniiri; aniung I~riyers siich that, the larger huvrr has  a great,er 
per-customer v;1lua,tiori, smaller brivers may br precluded from access to 
t,he programming because of its relative expense. In  the penultimate sec- 
tion. we est,end our rnoclel to accorrimodate t,he methodology utilized in 
t,ht' esprriinc:nt,al st,udies coridncted by Bykowskj., Iiwasnica. and Sharkpy 
I,Nl?) ' O u r  prediction that an hlFC arrangement yields market powrr IS 

siipporrrtl ti\. tiieii d;tr,a.3 Finally: we make some concluding remarks. 

I1 
Sellers 

The General Case of Multiple Buyers and 

.Assurnc* tha t  risk neut,ral content providers(a1so known as cable networks)have 
iposit,ive fixed (sunk) costs of producing and zero marginal costs of dis- 
trilmting t,heir product. These content providers will be referred to as 
sellers (of programming). There are I sellers. The  sellers earn revenue by 
selling t,heir product, t,o cable owners. The cable owners will be  referred to 
as hi iyrs .  

For simplicity, we begin by assuming t,hat sellers make a 'take it or leave 
it' offcr t,o each prospective huyer and denot,e by Tl ,2 ,T2 , , :  ..., TM,? the total 
pmmerits to seller I from buyers 1 .2 .  . . . ,  M respectively, if the product is 
sold. There are hi' buyers; each of whom has NI .  A'*, ..., N M  subscribers, 
wiierf E,:=] w,,, = N. 

TVe a,ssurne that  buver m h a s  positive fixed costs F, and zero program 
provision costs (an assumptioii we relax later in the paper). We note that, 
given I sellers with I products. every buyer h a s  2' possible programming 
choices \Ve denok a programming choice of buying only seller i ' s  program 
1)).  E;: where subscript 1 denotes the program package consisting of only 
onc program and the superscript i denotes seller i. The programming 
packagc: consist,ing of 2 products, e.g., products from seller IC and seller 1 ,  
is gi \en tq E:.' e E;  + E: G E: u E: 

Tlie program package that  includes all programs from all sellers is de- 
not,erl 17y E, or E, . The revenue that buver m, can derive from pro- 
gramming package E is denot,ed by Vn,(E) .  Buyer m's objective is to 
maximize txofi ts 

l.? .. l 

'Bi.hinvskv. Alark. ;\nthon.v Iiwmica. and M'illiam Sharkey, "Horizontal Concentration i n  the Cable Television 
Irliliisrry AII ExiwrinwriLa Analysis," Frdcral Commur~~cat~ons Cornmisslon. Office of Plans and Policy, Working 
h p r r  Si.ries Nuiiilwr 35.  .lune. LOO:! 

,'BvkiwsL\. 1iw;isnir:w. and Stlarkry use 1 . k  term 'most-favored-natior~' which rollows the traditlor, i n  t,he 
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In dioic,e of prcl:r;?mrniri; package E .  IVe assume that, the valur of an!. 
comhinat ion of programs is positive. and that the  .value correspondence' 
stitisfirs decreasin; margirial rct,iirns. Uore fornially. we aSsunic thar for 

lhiiyer m.  an\- t,wo prograrrirning packages € and E .  and for any seller 
( s ~ i r o ~ r ~ i r n  s i ~ h  t h t ,  E ;  g E U E. thP folloning inrqualiry holds: 

i . i , . .  \ ii sd-nrodular .  

trarisfer price foi- each seller k to huver 711 is. 
C l a im  1: IYit,ti ~ \ f  hivers a n d  I sr:llers. [,lie unique ha,sh Equilibriuni 

i = L',(E,) - Vm(€, - E:) (3)  

~ i i d  all h i J \ . f ~ S  hu>- programs from all scllers. 
Proof of C la im  1: First, we show t,tiat i f  there is a N a s h  Equilibrium: 

I t  is ;irr equilibrium \?here all hii,vers biiy from all sellers Second. we show 
t,li;it i n  the eqiiilibrium where all l i i iy~rs  buy from all sellers. ( 3 )  must, 
11uld Finally. we prove I>!. induction t,hat, the transfer price Tm,, is in  fact, 
R imiqur Kash Equilibriiim transfer price. 

B Y contradict,ioIi, assume t,hat, in some Nash Equilibrium, buyer m did 
not, biiy t,he program from seller i .  Tlien. seller 1's payoffs from buyer 
m arp zero. Now: denote hy E' tlie value of the set, of programs bought 
ti!, buyer 'rn. Since \'(E* f E;) > V i € ' ) ,  seller a is strictly better off 
( i  .... obta,iris positive payoffs) bv charging any transfer price in the set, 
T E [(l.b'(i? + E ; )  ~ V(E')]) arid buyer m finds it, optimal t o  buy from 
seller I .  

Next. assiinie tha,t t,here is a h'ash Eqriilitirium where all buyers buy 
h r i i  al l  sellrrs. Tlien. i t  must be the case that, buyer 7 n  prefers buying 
froni all sellers to buyin:, frorri ariy set, of ( I  ~ 1)  sellers; i.e.. the  follnwing 
c.oirtlit,ioii lioltls for id1 771 m d  X :  

I 

Assume (4) holds with ii st,rict inequality for anv seller 1 .  Then: seller 1 
<:an increase it,'s payoffs by increasirig the trarisfer price by an epsilon small 
,inmirit, ivhilcs condition ( 4 )  st,ill holds for d l  I ,  = I ,  .... I .  This is a c,on- 
tra,tlictioii. Tlierefoi-e. (1) must, hold w t , h  equality V,(E,) - T,,, = 

\/;,,(E, - E:) ~ xi=, T ,,,, ~ T,,,. which simplifies t,o ( 3 ) .  
L\,'P have, sliown t,liat, for all sellers it, is optinial t,o charge Tm,k. In 

0rtIe1. to  c'nsiirt' that, this is in fact a, N a s h  Equilibrium, we must check 
t h t ,  for any tiuver m the value of buying from all sellers is greater than or 
t*qual t,o t,he valne of any programming package from the remaining 2' - 1 
possiihilit,ies. To begin: denote hy T$,L the  transfer price defined in ( 3 )  
when t,here are 

I 

t,ot,al of I = n sellers. Clcarly, when I = 1; 
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is a hash Equilibriun~ of the game. arid all buvers buy from the seller. 
& o w  assume rhat Tl , k  is a Nasli  Equilibrium outcome for some I = 

ii 2 1. Tlieri. i t  sufhces t,o show t.liat, T::' is also a Nash Equilibriuni. 
which Lvcl (lo h\-  sliowing c h a t  buyer vi's benefit, from buving all available 
11 + 1 programs is positix-e. Vi? note that, Vm(En4i) - xy2; T::' equals 
\; , ,(En.. ,  ~ E:'") - E:=, T:L:i \2k then not,p t.hat Vm(EnL1 - E;'") - 

\viler(, t h P  last irierlrinlit!. Iiolds due t,o our assunipt,ion t,hat T';:' = Tzz,, 
.\ti>. hi iwr , r r i '5  pa\otts are positive \\.lien there a,re n+ 1 sellers charging 

T,:::'. m d  this h u w r  is bet,ter off buying 7 1  + 1 programs t,han any program 
paC,lilgf' c:orisisting of 77 programs. But,, we knolv from our induction as- 
s~iniptiur~ for I = ' 1 1 .  t l ~ a t  when there are 71 sellers: buying from all sellers 
is preferred t,o all other clroims. Therefore, with 71, + 1 sellers. buying from 
nil  71 + 1 sellers is preferred t,o any other programming package. Then,  for 
I = 7 1  + I .  rl \;ish Equilibrium consists of sellers charging T:T1 and all 
Iiuvers Iiuving from all sellers. By const,ruction this Nash Equilibrium is 
iiriiqiie . Q.E. D~ 

O r l r  simple interpretation of Claim 1 is straightforward: when there are 
rio capacity restraints. ca.ble operators buy all network programs. However, 
iri  practice. cable operat,ors do not. buy from all sellers. We offer several 
explariations n.hic,h we explore in the next two sections. First,  we argue 
that there may exist capacit,y constra.ints on cable operators. Second, we 
cmplure che possible effeck on program carriage in the presence of so- 
c;~iled .most-favored-customer. clauses. In these cases, larger buyers are 
; I I ) I c ,  r,o oht,ain prices t,hat, a r e  a t  least, as favorable as the prices secured 
1 1 ) .  rhr  smaller huvrrs. L e . .  sinaller Iru!;ers do not obtain asymmetric price 
I 1 I sc .OI I n t s 

z;=,T;;; l  1 L ; , , ( , L - l  - E;'+') - C:l] T:,,' L K,,(E,,) - c:l, T:L.t 1 0 

I11 
and Sellers with Capacity Constraints 

The General Case of Multiple Buyers 

\VP irir.roduce tlit, itlea of capacity constraints by rioting that  the total cost 
of l j i i ~  Siveti d i l c  oprrat.or vi. excluding the payments to cable networks. 
15. 

~l re rc ,  F,,, t,Iie fixed m s s  arid C,"(,/) is the marginal cost of introducing 
i ' s  projirarii. b'fj assume t,hat, 0 5 F,, and C,(i) 5 C,(i + 1) for all i 
, i d  A1 m,. These assumptions capture all possible cost structures with 
iiori-decreasing niarginal costs. 
W alw assume that  for any buyer m: any t,wo programs E; and E:, 

i i r i t l  €s~tc :h  t l i u t  iE;UEf)nl? = flwhere Vm(E ' )  1 -  < Vm(Ef), the inequality 

'I 



I ; ,~(E~ t i.1 5 \;,,(€f - P) 11olt1s ~ i r r i p l ~ .  put .  wr are dssitming t,tiat i f  
,I O i i w  IJrefeii oiie progr~ii i  I C )  ci tmt l ie- .  thr IILiyer will dw:avs 111-efer rliis 
1iio;r;uri I,O t i l (> otliei-. regardless of the coinbinattori of other prograriis. 

\!'e are non ablr to sl~ow that under ttiesr conditwns. if buyers cannot 
iriHueric~ the  b q n i n ~ n : :  oiitcomes hmveen ot,her buyers. tlierc is uniqiir 
S d i  Equilihriim out,conie. Filrt,liermore. this outcome is efficient,. 

Sirice. assurripr,iorl. c ~ r i ~ '  ,nivell buyt%r cannot influen(:e bargairring oiit- 
wiii('s among or,lier 1)wers. i t  suffices to slrow the rrsult, tor only one buyer. 

Iw;iii n-itli i i r i \ ~  liuver ~ t .  IIitliorit loss of generality. we a.ssume that 
lor this iiu!.er I;"(€:) 2 pi,,(€;) 2 . . .  1 I;?(€;-') 2 \,;(E{) > 0.  four 
;is~itrnptioiis Iioltl. t lwre is a uriiqur S a s h  Equilihriuni solutiori such tha t .  
I f  

( 7 )  

(8) 

C m L ( J )  5 \ 'A(EI)  - vm(Ei -E!) 

T,L = \!,(E/) - V",(E/ ~ E:) - C",(l)  
t,lien. 

a i d  t,he h v e r  hiiys from all sellers 
This IS a direct, ext,erisiori of Claim 1. The condit,ion on the cost, func- 

tion tinplies t,lia,t there is a positive value t,o be obtained by including 
~ i r  iitltlitional prograni rega,rdless of the current combination of programs. 
Tli~refole. all progruns \ \ i l l  tir tmuglit, in the unique Nash Equilibrium. 
The t.lansfer price cliarged b!- a seller will be such that t,he buver IS iridif- 
tererit, hct,awri 1~1iytrig arid riot buying this addit,ional program. Also, if 
0111 assiirriptions hold. t,tierr is a second unique Nash Equilibrium solution 
h u c h  that i f  

G ( 1 )  L K"(E;) (9) 
t l ien bi i \w m tloex riot, huy from any seller regardless of the transfer price. 
Tile coritlition placed on the cost struct,ure implies that, the net benefit, 
f rom Iiuying any program is negative. Clearly, no programs will be bought, 
i r i  tlits equililmum. 

Fiirallv. i f  our  assrirript~ions lroltl. there is a t,tiird unique Nixh Equilib- 
rtuiri solutiori siicli t h t  if:  

G ( 1 )  -> !&,(E,) - L,(E, - E:)  (10) 

G ( 1 )  < 1,;,,(E;) (11) 
- 

E;") 

tInd 

1.2 .  .h  t,~ien t,liereexistsa/,- t ( 1 . 2  . . . . .  1 - 1 )  sucir t ,~iat  ~ J ~ ( E : , ~ .  " ) - v ~ ( E ~  
E:) 2 C',,,(k) ii,nti ( , (A .  + 1)  > !&(E,,+, 
Tlic transfer price. is given I J Y :  

1 L , . . , L , k + l  1 . 2 . .  . k . k + l  
) - Vm(Ek+] 

5 



for d l  5 i 5 i;. m t l  T,,,., 1 0 for k + 1 5 / 5 I .  In this case. huwr  71) 

I i i i v ~  trom tile first A.  st, l lrrs. 
This condition states t,hat, t,lir net \alii(' of biiying just one program is 

pasiitive. and the IET valiir of t~ii\.irig t, l ir last, program after buying all ot,liei 
I- 1 prop in i s  i u  neg~t,ivc.. Clearly. t,hrre exists a k het~veen 1 and I -  1 sucli 
t I M I  the riel \,nlue ( I C  bu\-iiig from hrsr k sellers (ignoring t,ransfer price>) 
is pmitivr a n d  the ncr vnliir of buvirig froni thc ( k  i 1)'s seller (igiioring 
tinrisfei prices1 IS n rp r ive .  Tlius. the l x ~ \ ~ c I  n.ill b11\.. a [ ,  most. k p r o g r a m  
Siiicc: the \~nIue of seller 1's program is never less than t,he value ol wller~ 
( /  + l i ~ s  p i o g r ~ n i .  i t ,  iz SI raigiitiorrvard t,o see that if seller i is serwcj t,lieri 
scllei i+l shoiild also l w  served in  any Nash Equilihriurn. This implies t,lint 
~ r l l c r s  A. + 1. ~ . I  arc. i i o r  served in any K a t 1  Equilihriurn. Seller k must 
l i e  served ni m v  Xasli Equilibriuni. siiice it can alwavs charge z,,., = 0 
iiutl t ,hr buyel buJ.6 ironi k .  either by replacing some of its programs b!. 
pi-cigrain k or by ktcpirig all ot,her prograrns. 

Therefore. i f  therc 15 ii Nash Equilibriunr. t,hen all k programs will he 
hoiigiit,. If there is a Nash Equilibrium wit,h 1. sellers served. then it, should 
be the case t , h m  t,hr tiuyer IS indifferent between buying from any seller 
i its coinpa,r~d t,o r i m  buyirig froni that seller, and to replacing it. with 
any ot,lier program frorii a[]\. of remaining I - b: sellers' programs i.e..  for 
1 5 / 5 b . .  (7') holds. .Iris1 as i n  Claim 1. 

T,,>O (13) 

,l,Ilti 
I 1. 

) ~ Cn(C - 1 T",., 2 0 (14) I,,. ( ~ i . 2 .  ..A 
"/ 

/ = 1  , = I  

c ~ i i d  I)ot,li lniwrs and selleis accept, t,hesr transfer prices. Q E . D  
Opt,irriality irnplips t,hat all programs that have a marginal value above 

iriargiiial cost will  he broadcast. Thp clairn a,bove shows tha t  under our 
assumpt,iori of constrained capac,it,\.. the  market outcome is efficient. 

IV Most-Favored-Customer Clauses 
.4ssurnc t,liere alc t,wo scdlers and t,wo t,ypes (sizes) of buyers. Biiver one 
I:. I ~ z c .  atid is ijI>Ic t,o oht,a,iri hIFC conc,essio~is from both sellers. Denote 

(1) as hnyer o~ie's per ciist,orner valuation of seller one's product,, 711(1+2) 
<1s I i i i \ ~ ~ r  antis vdua.tion of having both sellers' products, and w ( 2 )  as buyer 
r,\vo.s valuat~ion of seller two's product,. 

We also asslime that, assumpt,ion one: given in equa,tion (Section 1. 
Equat,ion 2 )  st.ill holds. i.c., ~ ~ ( 1 )  + ~ ~ ( 2 )  > v , ( l  + 2)  and v ? ( l j  + ~ ~ ( 2 )  > 
r z ( 1  i 2 ) .  N'e know t,liat tht ,  Nash Eqildibriurn prices under t,he 11011- 

hIFC ~p~ovisioiis a,re t;l = 'ij1(1 + 2 )  - ~ ~ ( 2 ) ;  ti2 = v l ( l  + 2) - 1,~(1), 
'II = ? ) > ( I  + 2 )  - , 0 2 ( 2 ) .  &lid t;, _ _  = 'o?(l + 2) - 7 1 2 ( 1 ) ~  where the  t' are 
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t,tic, eqiiilihriuni nori-lIFC transfer prices. Using t,tiese assumptions. \ve 
c.onsidt~ thc following four cases. 

First. we ionsidei t,hc case where til 5 t;l and t;. 5 t;;.. 111 t,his 
c:ii,se. t i d i  thc )\,lFC aiid non-hIFC t,reat,ments give the same prices arid 
i ~ i t  c onwi since the IIFC provisions do not rest,rict thr sellers hetia\ior 111 

; I I I \ .  Iasliioii. 
> t l i  i ind t ;? 5 /.;? In t,tiis case. 

t , I i ( ,  \IFC c:liiiise oiii!. atiects she first, seller. and she seller t ias  Two options. 
Scl le i  1 c,oultl charge (,4) t l i  = t21 = t ; ,  in which case both hiiyers hu!. 
frorii s~llei- orit'. Seller oiir's revenue in t,tiis casc is A'.t;,  = (C,=, A',) . t ; l  
, ~ n d  sellel two's twst, response to  seller one's price is t o  charge t i 2  = tT2 
, I I I ~  fii = t;?. Or.  seller- 1 could charge (B)  t , ,  = tZ1 = tYl and sell only 
t,o I~iiiver 0 1 1 ~ .  In this c a ~ e .  seller one's revenue is .MI . t.;, and seller two's 
I w ~ t  respoiise is to charge t 1 2  = t i 2  and t 2 2  = 1 ) 2 ( 2 )  if ~ ( 1 )  - t i l  < 0 
i i r i c l  t I r  = t ; ,  Arid lZ2 = ~ , ~ ( 2 )  - ,02(1) + t ; ,  if u L ( l )  - t;,  2 0. Seller 
u r i c 3  prefers B to A if :V . til < Nl . tYl which we write equivalentlv as 

. j q ( 1  + 2'1 - ,v , (2) )  > tl2(1 + 2)  - v2(2) where 8 is firm one's market, 
s ti iiro. 

Tliird. we have t,he case where til 5 t;l and t i 2  > t&. We notice 
~riimediatcl!~ t,liat this case is symmctric t o  case two and therefore the  
wsiilts a,re t,he same. 

Forirth. we liave tht: case where tYl > t;, and t ;2  > t;2. In this case, the 
LIFC arrangements resmct bot,ti sellers: and each seller has three choices: 
(1) provide thP product only t o  buyer one. ( 2 )  provide the  product to only 
birver rwo. or (3 )  provide the product. t o  both buyers. 

111 the tnhlc rhat follows. WP have listed each of the possible combina- 
t IOIIS tor thc  scllers. 

S~TOIICI. n.i~' ~ , x p l o i ~  t t i e  c x i >  mtiert, 

bl 

Sel ler .  One 

Buyer One Buver Two Both Buyers 
Briver One a 

tl 
. ~ ~ i i ~ : ~ r ~ ~ ! ~  Buypr Two 

b 
e 

c 
f 

Both B i i y ~ r s  8 I1 I 

.As LW shall tlernonst,rate. (h) .  ((1). ( e ) .  (E), and (11) can never be part  
oi i1 Nasli Eqiiiiihriiim. while ( a ) ,  ( i )>  (c)> and ( g ) ,  can be part  of a, Nash 
Eqiiilibriiini. 

\VP mtr  immedia,tely that (e) cannot be a Nash Equilibrium. If both 
sc+llcrs serve only buyer two. then t 2 ,  = t ;]  and tZ2 = t;2, and then t i l  = tz1 
i i , i i c l  I = t;?. But, at, these t,ransfer prices, buver one finds it, optimal t,o buy 
from bot,ti aclleri I t ,  is also clear that ( f )  and (h) cannot be Nash for the 
m n ( '  r(xions g i w n  for ( P ) .  Next,. ilSsrime (b) is a Nash Equilibrium. Then,  



I i i iw otw I)II\.s aril\- from seller one. i tnd  bu!w t un  bii1.s only from st>llel 
ru'o Hon.r\.ri. I hi> 1% iinr i i ~ m i t ~ \ ~ t ~  conipat,ihle for seller t.xo. Scller t,\VCJ 
(',7:i < ~ I w < 1 \ ~ ~  cli,irge ii  positt\e price t,o httyer oric (tliat hu\.cr orip nccept.s) 
J I I ~  incrmsr i t ' s  profits. Gi\;ert thc symniet,ry of (0) antl ( h ) ,  ( d )  ciirinor 
IK I I  Xiisti Equilil~riiini. 

K t x r .  \VP explorc the conditions itnder which (a) .  ( i ) .  ( c ) .  and (a)  iirr 
.\as11 Eqriilihri;~. 

In t l i r  hrsr case. ( a )  15 a 

.~llI~l t ; .  ' .'~l > k i ( 2 )  > t;.,.  ~- 111 t.lik w s r .  hu\.er one buys both products. 
i i r d  IIIIWL [,\YO does uot b i i ~  anv product Sellel 01ie.s profits ;ire t ;  I. and 
xvllri- wu':. piofit.; a r r  t;.. 

- < t ; l  and 

ti,rid A ,  ( t ; ?  - t i , )  5 [V2(2) - d;(l)](N, + X2). In this case. seller one sells 
t o  hiiyer one ortl\.. while seller two sells to both buyers. 

> t;l and 

> t;l and G(2) > tLl . & > t;? 
< I I I C I  ,VI . ( t;? - t ; ,  j 5 [ K ( 2 )  - VL(l)](lV1 +I\->). In this case. seller one sells 
t o  hoth hrivers. nnd seller t,wo sells to buyer one only. 

Finall!.. ( i )  is ii  Nash Equilit~riuni if t ; l . m  *'I < - t' 2 ,  aridt '  , ,? .- i v , + ~ . ~  < - t ;2 .  
111 lliis ccist'. I)Ot,il sellers sell t,o I)oth huvers. 

\ f h i  thc S I K  aHects l)ot,h sellers, it is optimal for the sellers t o  
iilways sell t,o h v e r  oiie I n  t,his ciiscI only buyer t,wo's profits potentially 
( I r ( : I ~ i t s c  while buyer one's profits are never decreasing. The higher the 
\aliiat,ion of the program for t,lie large buy-er a compared to the smaller 
hityer. the more likely that. t,lie smaller buvers will not he  able to  buy the  
.-SIFC" prograrii. This effect depends oii  t,wo tmsic factors: ( I )  t,he large 
I)ii!.cr's ninrket, sliare. a n d  ( 3 )  the rela,tivc per-customer valuation of t h ?  
programs t,n different, Ixivers 

2 C,( 1) > t ; ,  ' \  11 Equilibrium if t ; ]  . + 

I n  tlic srcontl c:asc>. (g j  is R Nash Equilibrium if t ; ]  . 
:v, /I?(I) > t i I  & > t;l and L,>(2) > t;] N > t;. > tL O r  

In  t h ~  t,Iiird case. (c) is a, Nash Equilibrium if tYl . ~ N 

' Y 
f ; .  . 5 t;? or h ( 1 )  > tYl . 

iv 

V The Bykowsky-Kwasnica-Sharkey Results 
Bvkoasky.  Iiwirsriica, arid Sharkey (2002). report results of experimental 
d i i i l i c  t.liat, explorr t)argainirig among buyers a.nd sellers in the cable in- 
dustrv. These: rtxsults give 11s an opportunit,y to evaluate the predictive 
~powei of our mot1t:l. Hmvrver. i n  order to evalua,t,e the results of t,hese 
rsprriments in t,hc context of our MFC model. we must first extend t,he 
tiio(lel given iii Sec,tiori 4 t,o ic:c:nmmodate multiple buyers and a. sequential 
h r p n i r t g  process In the context of t,his extended model. we can then 
sIio\~, that t,he Bpkowsk\,-l<wnsnica-Sharke~ experimental results relating 
1 0  hIFC treat,rrient.s are t~roadly consistent with our theory. 

\i'c st,art, l)y niodelling a hargaining process with one seller antl mul- 
t'iplt 1111yers. arid thcn exknd  our NFC model to include rnultiple buyers 
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a n d  sellers. \Ye rnotlel this bargainirifi process as one in which the se1ler.s 
choices arr intlependeni. lvhich implies that a model with a single seller is 
rra,sonable. The  assuniption o f  independence among buyers is consistent, 
with t,he experimental framework employed by Bykowsky, Kwasnica. and 
S l i a r ! ~  (2002) Finall\-. we rxt,rnd oiir model to  accommodat,e informa- 
r,j on a1 tis \.m m e k 1.1 cs . 

L1.v I~egin h\,  wssriiniiig t,liai. \vit,Iioiit, a niost-fctvored-customer provision 
wllrr 7 is clialgirig t ; . t l . t ; .  . . . .  t ; ,  per customer transfer prices to  buvers 
1 3. :i. .. .  ;\I rrspert,i\;eiy. .Assurrie that, huyei one has  the most. customers. 
I ~ t . .  '. .Y,,, for dl m 2 2 .  No\c.. assume that buver one is able t,o oht,aiii 
iiiir.;r-fii\-oretl~riis~oiiier' terms requiring the seller to charge a per cust,orner 

prit~i3 II IJ  n ioi - t~  rllaii  r l i c ~  rninimuni of prices charged to other buyers. Le.. 
t l  5 i n i i i ( ~ ~ . t : ~ . .  . , t ,q , )  L\'e note that, i f  t; 2 t ;  for all rn 2 2. t,tieri the 
\.IFC provisiori \ d l  lime 110 effect, on a seller's decision. 

For simplicit,\. assume t,hat, t' takes four possible values 0 = ti < t j  < 
1 -  .= t ; .  In fact,. this a,ria.lysis applies t o  any finite number of buyers. In the 
present, case. there arr  some hiivers with (non-hlFC) transfer prices above 
t ;  there are some tni>,ers with (rion-MFC) transfer prices below t y ,  and 
t,tirrr are some biiycrs Lvho do not, buy from seller i ;  denoted by ti = 0. We 
deriote customers served by diHerent transfer prices t i  byn,] = NI; 712 = 
E, ;,,=, ~ :V,,,; n.j = E,. _,_ Xn,; and n4 = E,. =L. N,,, where C,,, n,k  = N .  

The hIFC arrang&e;its do not affect the buyers who are paying above 
t~iiycr one's price. Given the MFC constraint,, t he  seller has two options. 
First. the seller could charge t i  = t3 = t ;  and t7 = t4. 111 this case, the  seller 
serves only the first, and second type of buyers) and the  seller's revenue is 
T ,  = n ,  . t ;  + T I ?  . t ;  O r .  t,he seller could charge tl = t 3  = t ;  and t2 = t ; .  In 
(.his (:a,sp. t,lie scller serves all t,he lxiyers that, i t  would serve without the 
.\IFC' iiiiil t,he seller-s reveniie is r:, = (n, + 7 ~ 3 )  . /.; + n? t ; .  We 1iot.e tha t  
oili\- tile first, a i d  scc.oric1 t>uyer types are served if TI > r2 tj 

.Soticc, t,lir higher i t , ,  ( the  market, share of buyer one). t,lie more likely 
I t  is t,tiot smaller biiycw will not buy profirarnming. .Also, note t,hat buyer 
(111~' ,i,lwa,ys hu\.s t,li(-: product, arid pays. a t  most, the price under the  non- 
LIFC provision. These results are corisistent wit,h our  findings in Section 
4 

As nor,ed h o v e .  the iriodel we have constructed must be amended 
t,o acc:ommotlat,c. the information asy-mrnetries embedded in the sequent,ial 
J h r y i i i i n ;  framcwork of Bvkowsky. Kwasnica, and Sharkey (2002). Specif- 
ii.irlly. in t,lie Bykowsky-liwasnica-Sliarke!, model. t,he sellers d o  not know 
thr Invers. valuation. arid t,hus rnust form some expectation regarding the 
~ i . i~~l l l~J iess- t~o~pa)~ on t,he pa.rt of each individual buyer. Moreover. the 
4 l e r  must determine an opt,imal trading sequence. Amending our model 
t u  accornmodate thesf: conditions is a, simple exercise iri straightforward 
logic., as we dernonst,rat,e next. 

.4sslinie t,hat, we have t , w  buyers and single seller where the seller does 

4 

m 4  

> 2. 
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not krion- the hiiier's valuatiori of t,lir st4ler's product.  As we slion-ed in 
Srction 4 jeciuilil)ria t1.c.k.i). it is a l w ~ v s  optimal for the seller to t,radc% 
\ v i l l i  the l a g e r  1)iivc~r. but nor the smaller buyer. Ttiris. the seller will 
a l ~ v ~ i v s  n x i t  ro r i  ni le with t,hc I iggest huyei- first, and herice t.hr cnitcome 
f i t  t l i r  gcinir I> t lw s i i n ie ' r l >  i l  the se l i r r  kiieii,. \vit,h certainty. the oiitcoiiie of 
i y : c ) ~  in1 ioi is nit.li l i t  I i r i  h ~ y e r s  Siricr t raciin; w i 7 , l i  t,hr suiallei I juvcr  tirst 
\ui111~1 lock t . k  . w l l c ~  i n 1 ( 1  ~~~i~iilil~Iiiirn / .  if NY ext,eiid the ariaiysis t,o the. c i ~ w  
~ v i t l i  iiiorc t l i i i r i  t \ w  liiivcus. \ r e  t,orirliide that, ~IIC seller would ai\vays wan t  
t i ,  r radr  u ' i t t i  t,lie tiiggest buyer first,. The det,errniriatioii of a part,iculsr 

\~i~luat,ioii  ot of pi~ograinriii~ig b!- difl'erent buyers. and the uncertainty of 
tIi( ,  hrgiiiniri: outcoine u-ir,h the reniaining buyers. 

Four of the results of t,hP Bvkowsliy-I<w~riica-Sharkey (2002) experi- 
i~~ei i t , s  air gerniaiie ro or11 rriodel. First, Bykowsky. Kwasnica. and Sharkey 
find t,ti;i,r, with no clinrinel capa,cit,y constraints and no MFC clauses. all of 
the .  sellers were tihle t o  conduct proht,able trades. which is precisely t,he 
result, our rriodel predicts in Section 2. Secorid, Bykowsky. Kwasnica. and 
Stlarlie\~ fiiid t,hat Ivith capacity const,raints arid no MFC clauses. a seller's 
tmrgaining power decreased, while a buyer's bargaining power increased 
rclat,ive t,o t he  case of no capscit!. coiistraints. This result is consistent 
ivit,li our model. AS can be seen by comparing (3) in Section 2. with (3) 
and  (7) i n  Sectiori 3 .  ar id  noting the extra negative t,errns in Section 3 .  
Tllird. Bykowsliy. Kwasnica. and Sliarkey find that, the existence of an 
XIFC: cliiusr increases the profit,ability of MFC buyers. a, result our (ex- 
i i ~ r ~ t l r ~ l )  Section 4 and 5 model predic,ts. Finally. n o k  that in our niodel 
(wlicrc tlie sellers can m;ike ta,lie-it,-or-leave-it offers. by assumpt,ion). the  
pleserice of a n  2IFC arrarigement is t,tie only source by whic,h large firms 
~ x t i i h i t  ;reat,cr market power. This is cxitct,ly p;iralleled bv the results of 
the Bykowsky-).;u,as~iica-Sharke?. st,udy. 

(qiiililiriurr \vi11 ilrperirl oii the biggest. hnyer',s market share. t,hr re1 a, t .  ive 

VI Conclusion 
11, t,iiis paper. ive explored the use of 'most-favored-customer' clauses in the 
< -1tjle ~ntiristry. LVe exnniinecl t,lie irripa,c,t, of MFC clauses on bargainirig 
(i~~t,conics betwcwi biiyws arid sellers. and showed tha t  t,hese outcomes 
tlependril on rlie market share of t,he larger hiiyers and the i.elative per- 
CIISI onier valuation of the seller's programming t,o different bu.yers. 

\Yc, sl~owed t,hat hot,h with and urit,hout channel capacit,y constraints, in 

iiit,roduct,ion of MFC clauses can disadvantage sellers and small buyers. We 
fourit1 t,hat. as t,lie rnarket. share of the l a r g ~  buyer increases, smaller buyers 
.ire inorc' Iikeli, t o  be disatlvantaged. Specifically, we found that  if t,here is 
, I  ilisparit,). i i i  t,hr rela,i.ivc, valriat,iori of programming amon:, buyers, in tht', 
( w s ~  W ~ P I - P  tlir liirgr tiiiyer has n greater per-ciist,orner val~iatiori. smaller 

t l l r  I ~ I I S ~ I I C ~  of AIFC clauses. the market outcome is efficient. However. t he  
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hil\,ers ma!- be precliidpd lroni access r n  the progrnnimin~ becmse oi i t i  
relaltivc. exppnse. 

WP extended o u r  rnodrl to accommodate t l w  rnc't,Iiodolog~- utilized 111 

1 lie cxpcriirieri1,al st,udirs coriduc;ted by Bvkcnvslq.. I iwa,snic~.  and Sharkr\. 
( 2 0 0 2 )  and denioristraretl t,hat our prediction tliar an h,lFC iirrwrigeiiient 
\-ields market, poxwr i.G wpl~ort ,ed hv tlieir d a t i r .  Bv!iowsli\-. Iinwsiiicn. 
iintl S t i a rkq  finrl t h i l t  w t l i  no tliannel capiicit,\- corist.raiiits and IN> AIFC 
(:Iiiiises. all of the seller> xvrre wIh 60 coiidu(,t p ro f tnhk  tra,des. ~vliieh is 
prrciscI\. t,lie resiilr 0111 model prrdict5 i n  Section 2. Consistent witli the* 
r y ) r n r n ~ n t , a l  i-esiilt,s. o u I  model predicts that under capa,cit\, cor1st.i-aints 
r ~ , ~ i d  iio hIFC clauses. li siiller's bargaining power decreases. xvhile a buyer's 
1j;irguiiinR p o w r  in~iea,ses rei;it,i\-e t,o the c,ase of no capacit,v const,raints 
Bviowskv. l<\\-asiiic:i. iiiitl Sliarke!.'s findings chat, tlie exist,ence of an MFC 
c.lniise increases the proiital)ilit>- of MFC buyers IS a prediction of our 
(cst,erided) Sect,iori 4 and 5 inodel. In 0111 model. the presence of an hIFC 
.~rrmgerrient is thc only sourcc bj, which large firms exhibit. greater niarket 
poxei-. This is exactly paralleled by the results of t,he Bykowsky-I<~a,snica- 
Sharkry srud!,. 
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